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I. Introduction

Environmental Public Interest Organizations
 in the Northeast (EO) appreciate the opportunity to comment on the proposal by the New York Independent System Operator (NYISO) and the Independent System Operator of New England (ISO-NE) to form the Northeast Regional Transmission Organization (NERTO)--in response to FERC Order 2000.  EO strongly supports FERC’s efforts to make wholesale electric markets more efficient by reducing barriers to the economic generation and flow of electricity.  Electricity is naturally a regional, national, and international market, and we can all benefit from correctly treating it as such.  However, electricity and the environment are joined at the hip, and we are concerned that some damaging environmental impacts could result from the establishment of NERTO.  We are also concerned that an opportunity to make real progress in the more efficient utilization of regional resources, and attendant environmental benefits will come to naught.  We have confidence that FERC will exercise good judgment in its final determination on NERTO, and address the environmental concerns outlined below. This expectation is supported by a number of the market principles contained in FERC's  Standard Market Design NOPR (SMD). In fact, many of our specific suggestions for improving the NERTO proposal involve recommending that the SMD proposal on that point be used instead.   The proposed merger of the New England and New York regional electricity markets provides an opportunity to advance the market in many important areas.

There are several aspects of NERTO that are of great concern to us.  These issues, and proposed solutions to them, are addressed below.

II.
THE STAKEHOLDER PROCESS AND GOVERNANCE SHOULD BE STRUCTURED TO GIVE DUE WEIGHT TO THE CONCERNS AND INTERESTS OF NEW CLASSES OF PARTICIPANTS AND PUBLIC INTEREST GROUPS.

The NERTO filing does not specify a stakeholder structure in terms of sectors and vote weighting.  EO strongly supports the sector proposal in FERC’s SMD and urges that FERC embed it within the NERTO plan.  The structures currently used by the NYISO and the ISO-NE exclude or give insignificant weight to the perspective offered by emerging industries, such as distributed generation, demand or load response, and renewable energy. Moreover, environmental stakeholders have unique concerns, and market participants do not adequately represent their interests.  Further, consumer interests have received far too little weighting.  We support the idea that the stakeholder role, except for Board selection
, should be advisory, but advisory votes should appropriately represent current and emerging market interests.  Proposals for allowing the stakeholders themselves to determine the sector and weighting structure are inherently flawed because they are inevitably determined by the current voting and representational structure—which FERC itself has found to be flawed due to the over-weighting of traditional interests.  FERC should establish its proposed model as the default plan, and be prepared to consider modifications of it based upon regional variations in needs and circumstances.  But given the difficulty stakeholders experience in trying to reach agreement on the governance issue, it is important that FERC establish a set approach absent an alternative consensus plan that is acceptable to FERC.

III.
A STATEMENT OF ENVIRONMENTAL STEWARDSHIP AND BOARD EXPERTISE ON ENVIRONMENTAL MATTERS ARE ESSENTIAL TO ASSURING THAT THE SIGNIFICANT ENVIRONMENTAL IMPACTS OF ELECTRIC POWER PRODUCTION AND DELIVERY ARE ACCOUNTED FOR IN ESTABLISHING RTO POLICIES AND PRACTICES.

As noted, there is an inextricable interconnection between the environment and electricity, attributable to the massive impacts electricity generation has on the air, water and land use.   Nationally about 67% of our SOx is emitted by the from electricity industry, 28% of the NOx, 40% of the CO2, and 33% of the mercury.   Although it is important for the RTO to maintain a neutral market stance, it is also essential that the RTO work collaboratively with environmental regulators.  There are two reasons for this.  First, the overall electric market is “affected with the public interest” and must have incorporated in it some underlying sense of environmental responsibility.  It is not FERC’s job, nor that of an RTO, to regulate the environment--but there should be a stewardship responsibility to be aware of environmental consequences, to address them if it can be done in a competitively neutral fashion and within a market framework.  It is incumbent upon economic regulators to work collaboratively with environmental regulators. Second, if the RTO adopts a role of environmental responsibility and coordination with environmental regulators, it will be possible to meet environmental requirements with the greatest possible efficiency in market operations and to develop regulations that avoid unnecessary and unintended restrictions on the market.  If the RTO and state and federal environmental regulators operate in respective vacuums, it is assured that neither will be as effective as they could be were they to seek a jointly co-optimized solution.

The NYISO has established a “Statement of Energy Policies, Planning Objectives and Strategies for New York State Energy Plan” that does an excellent job of adopting an environmentally responsible stance while not disrupting its fundamental wholesale market role: 

“The NYISO intends to incorporate an environmental perspective on its overall operations and in market development in order to avoid, and change where necessary, policies and practices that unnecessarily and negatively impact environmental quality while maintaining reliability and the fair and non-discriminatory operation of energy markets.”

This constitutes a best practice and we urge that it be incorporated within the new NERTO.  

Finally, we note that the NYISO has on its Board a member highly knowledgeable about environmental issues and regulation.  In our opinion, this has been instrumental in facilitating collaborative relations with environmental regulators.  The NERTO proposal calls for specific attention to “types of expertise needed on the Board,” and we have suggested that environmental expertise should be one of these.  It is noted that although NYISO and ISO-NE market participants had difficulty agreeing on many matters, one area where we did achieve consensus was that the NERTO Board should have at least one member with expertise in “environmental, distributed generation, and consumer” matters.

IV.
FERC’S SMD IS SUPERIOR TO THE NERTO PROPOSAL FOR SYSTEM EXPANSION PLANNING. ENERGY EFFICIENCY SHOULD BE INCLUDED AMONG THE MEANS OF ADDRESSING IMPAIRED RELIABILITY OR PERSISTENT CONGESTION

There are several difficult issues included within the subject of System Expansion Planning.  In general, we agree strongly with the way the FERC SMD proposes that these issues be handled, and think that it is a superior proposal to that filed in the NERTO proposal.  We urge the FERC to amend the NERTO plan for “Transmission (sic) Expansion Planning” so as to conform to the FERC’s SMD proposal, with one modest proposed amendment. The change we suggest is that if there needs to be a non-market solution to address reliability or a persistent congestion problem, that not only should demand response be included in the set of possible competitors, but also that energy efficiency solutions be allowed to compete as a part of that category of “demand response.”
   

We assume that there is broad support for the RTO to intervene in the market if reliability problems arise that are not dealt with adequately by the market.  Our position on the major issues within System Planning is as follows:

1) Persistent Economic Congestion.  A primary reason for congestion payments is to provide incentives for the market to respond in ways that remove the constraint--if it is economic to do so (some congestion is necessary because the solutions to it cost more than the congestion itself).  If there is economic congestion that is not acted upon for a significant period of time (such as several years), and there are economic solutions to it, then it is inefficient and inequitable to have consumers continue to pay a premium that is simply being transferred to other market participants without any market investments being made to relieve the situation.   The dollar amounts at stake can be massive.  The NYISO estimates that congestion costs for the NYISO in 2002 will be approximately $900 million—out of total sales of about $5.7 billion.  There are a number of good reasons to expect there to be persistent economic congestion, such as enduring problems of siting in highly populated areas, financing difficulties, disappearance of high congestion prices once significant investments are made, and so forth.   Opponents worry that the threat, and perhaps the reality, of market intervention will preempt true market responses.  However, if the market does not respond within several years and shows no clear sign of doing so, and if it appears that economic corrections are available, then the ISO or RTO should make a decision to intercede. In its Standard Market Design and in previous decisions, FERC has indicated support for ISO/RTOs intervening for persistent economic congestion purposes as well as reliability ones.  

2) Cost Allocation. If the market does not respond, and the ISO/RTO intervenes to require action, this non-market solution must be paid for by a charge to market participants.  Many go a step further and argue that if there are identifiable beneficiaries from such investments, that they should pay for it rather than charging it to all customers.  We strongly support cost allocation to beneficiaries when they can be identified.  One of the fundamental principles of restructuring is to get more accurate prices and confront consumers with them.  Allocating costs to beneficiaries is a part of that process of developing more accurate price signals.  We should be clear, however, that we support ISO/RTO intercession for both reliability and economic congestion reasons whether or not they can identify beneficiaries and employ cost-allocation—provided that such intervention fairly weighs both transmission and non-transmission alternatives with regard to cost-effectiveness.

3) Seek the Most Cost-Effective Solution.  Should the ISO/RTO intervene in the market for reliability (or other) reasons, it should not limit itself to selecting from among non-market transmission solutions, but should it look more broadly at non-market generation and demand response proposals. 
 The current NERTO filing by the ISO-NE and NYISO boards calls for only a transmission approach.  It is not clear why we would want to be limited to transmission solutions when one of the generation or demand response alternatives might be more cost-effective.   The argument here is not that load-center generation and demand response are always more cost-effective than transmission ones.  Rather, we should look at all proposals so that we can select the most advantageous ones.  The FERC Standard Market Design seems to contemplate such an “open season” system that includes all feasible options.  

Some have been concerned that ISO/RTO should not become an active participant in the market—such as owning and building generation or running demand response programs.  We agree with this concern.  The ISO/RTO should be responsible for organizing a response to reliability (or congestion) that does not involve it in taking market positions.  This can be accomplished in ways parallel to the existing ISO/RTO methods for addressing local reliability and capacity adequacy.  These are system reliability concerns that the ISOs have already recognized as matters not adequately addressed by the market, and for which they have already developed market-like solutions.  Essentially, these same solutions can be applied to requiring new investments in transmission, generation or demand response.  

4) Preliminary Approach to a Competitive Process for System Planning. The following is one possible approach to an ISO/RTO planning system to address reliability and economic congestion problems: 

a) Open Process, Open Season. The ISO/RTO could conduct an “open season” competition to resolve a reliability problem that the market does not address.  The analysis of whether or not a reliability problem exists and all other aspects of the System Expansion Planning must be part of a totally open process at all stages, one that is not only transparent, but is also one that encourages input from all interested parties.  The criteria by which competitive responses would be chosen would be part of the developmental process as well.

b) Definition of the Reliability (or Congestion) Problem to be Solved.  There would have to be a very clear statement of the reliability problem to be resolved so that competitors would be focusing their proposals on the same concern.

c) Clear Statement of Criteria by which Proposals would be Judged.  A list of the criteria by which proposals would be judged would be included in the Request for Proposals.   

d) Example Criteria.  The following are listed as the beginnings of a set of criteria for judging the value of reliability proposals:

· Cost. Proposals would seek to recover whatever funds they could from market participation.  In the open season competition, bidders would be bidding for ISO/RTO support for that part that they did not think they could cover in the market.  Obviously, the bid that involved less non-market payment would be rated higher than one requiring more.

· Probability of Siting.  A project that was more assured of being sited would be more valued than a more uncertain one.

· Security of Financing.  Projects would be compared with regard to the security of their financing, apart from the portion being bid for coverage by the ISO/RTO process.

· Timing of Implementation.  The RFP should describe by when the reliability features are needed.  Proposals would be judged by their ability to hit that target.

· Minimal Market Intrusion.  Generally, projects with lifetimes in the 3-5 year range may be more valuable to the market than those that are longer, since they involve a more confined intrusion into the market.  Features here might include plans to sell or remove assets after several years.

There are several methods by which the ISO/RTO could have market participants pay for the non-market portion of the winning reliability project—again, it is assumed that the proposing parties will be receiving most of their revenues from market sources, and will seek recovery from the ISO/RTO only the additional payment needed to make their project economic.  The NYISO already has special uplift charges for “local reliability” that are focused on specific areas, such as New York City.  The ISO-NE has special charges for reliability programs in Southwest Connecticut.  

5) Advantages of Energy Efficiency for System Planning (and Capacity Resource). There are significant reasons why energy efficiency should be given consideration as a planning and capacity resource in an ISO or RTO setting. It is granted that there are special methodological problems associated with measuring “net new” energy efficiency that would not otherwise have occurred absent ISO/RTO payments.  However, these problems are solvable in most circumstances, and payments for efficiency must be limited to those conditions where it can be adequately measured and verified.  

The following is a preliminary listing of the market advantages that energy efficiency provides:

a) Difficulty for Consumers of Day-Ahead Price Responsiveness.  Classically, consumers provide demand responsiveness by not buying the product when it is too expensive for them.  This is a very short-term response to prices, as opposed to the longer-term investment in energy efficiency.  There is some evidence these day-ahead and hourly price response programs may not yield significant participation, especially in urban areas and load pockets, but perhaps elsewhere too.  NYISO’s economic load response program, even with incentives, yielded only 26 MWs of peak coincident load response in 2001.  The results for 2002 were even lower, and very little or none of the economic price responsiveness was in the New York City area.  At the same time, customers need to respond to high prices as a way to counter market power and as a way to limit the frequency and duration of the high priced periods.  It may be that there are very few residential and commercial customers for whom short-term price responsiveness works well.  Such a conclusion would be completely premature at this point, and new technological breakthroughs are always possible. However, the evidence to date, along with the experience of those who have worked on demand response programs in urban areas over the past decade, suggests that there may never be more than very small amounts of price responsiveness in most cities—even with incentives.
  At this point what this means is that we should be looking for additional and alternative ways for consumers to protect themselves and respond to high prices.  Receiving market payments—through System Expansion Planning or resource/capacity adequacy for energy efficiency--would be ways of doing so. 

b) Consumer Willingness to Pursue Energy Efficiency.  There is clear evidence that consumers are willing to respond to high prices by investing in certain amounts of energy efficiency. Also, there are a number of efficiency investment possibilities that are marginally unattractive to consumers—but that could be made attractive with an additional payment from a resource adequacy/capacity payment or through participation in a system planning RFP.  It is these latter types of energy efficiency investments that could be triggered by modest support from a System Expansion Planning RFP process.  

c) Peak Load Efficiency.  Probably the most significant efficiency investments in terms of ISO/RTO value are ones that concentrate energy savings during high use and high price periods.  Not only are the avoided energy costs greater, but also the value of the capacity is considerable.  Furthermore, in some circumstances, such efficiency investments can avoid costly investments in distribution and transmission upgrades.  Finally, such investments can have reliability advantages.  More efficient air conditioning is the perhaps the best example of a “peak baseload efficiency investment” — one that reduces load in periods highly coincident with system peaks.

d) Siting.  One of the great difficulties confronting the development of electric systems is the successful siting of new generation and transmission and distribution facilities.  This was always difficult, especially in the more densely populated areas, and has become perhaps even more challenging under competitive restructuring.  Energy efficiency is easily sited, whether it is an option selected under a System Expansion Planning competition or is acquired as a capacity resource.  In some instances, it may be the only new resource that can be acquired and sited with any confidence if there is a time frame of three years or less.  When one looks at prospective problems in New York City, Boston and Southwest Connecticut, it is not even clear that reasonable solutions can be fashioned using only transmission and generation approaches.  

e) Financing.  Barriers to financing have been made manifest the past year.  In the present environment efficiency approaches may offer some advantages in terms of financing, although they, like transmission and generation investments, involve multiyear paybacks.  

f) Resource Diversity.  Most new central station plants will be combined cycle turbines fueled by natural gas.  This is a highly efficient and clean technology.  But there are risks for the system in having an increasing preponderance of electric generation be fossil fueled, with more and more being gas-fired as time goes on.  Obviously, improved efficiency yields benefits of reducing dependence on one class of fuel supply. 

g) Persistent Congestion.  As noted earlier, there has been great controversy about whether or not an ISO or RTO should intervene in the market process and identify and seek solutions to cases of persistent congestion.  We agree that the ISO/RTO’s power to intervene in markets should only be exercised in extreme circumstances where congestion has persisted for a number of years, where there is no clear and imminent market activity to address it, and where economic investments appear to be available.  At the same time, some situations may arise—and may already have arisen—where consumers are asked to pay a premium (congestion) in order to provide market incentives to generators to build new plants.  But if these congestion rents do not bring forth new plant development—for whatever reasons—then all that is really happening is a transfer of money from consumers to incumbent generators.  In places like New York City and Long Island this can involve hundreds of millions of dollars each year that is paid as a premium to encourage new construction.  It may be that one of the few things that can be done to help consumers—given their short-term inelasticity of demand—is to develop mechanisms for investing in base load energy efficiency.   Such investments will reduce most high price periods, backing-out peakers and yielding a more efficient load curve.

In short, there are compelling economic efficiency and system reliability reasons for the NERTO to include all possible solutions in its System Expansion Planning and to include energy efficiency in that.  We request that FERC require that the NERTO proposal for system expansion planning conform to the FERC SMD proposal with the clarification that energy efficiency be included as one of the acceptable demand response approaches.

V.
THE FERC SMD FOR DEALING WITH CAPACITY AND RESOURCE ADEQUACY IS A REASONABLE STARTING POINT BUT SHOULD BE MODIFIED TO EXPLICITLY ALLOW FOR, AND ESTABLISH THE CONDITIONS BY WHICH MULTI-YEAR ENERGY EFFICIENCY WOULD BE ELIGIBLE FOR MULTI-YEAR CAPACITY PAYMENTS

The FERC SMD proposal for capacity and resource adequacy is clearly a “work in progress.”  But one of its strengths is that it calls for a time horizon consistent with the time it takes to bring new capacity resources into the market—3 years.  Another strength is that it specifically includes demand response resources as eligible to participate in this market.  As noted above, we think that this concept should be clarified or extended to clearly include multi-year energy efficiency as one of the eligible resources within demand response. As discussed above, energy efficiency should be one of the resources that load can invest in as an RTO capacity resource—just like generation and short-term demand response.  However, strict eligibility and verification requirements must be imposed upon such energy efficiency resources.

Under the current capacity system as it works at the NYISO, a load serving entity can use energy efficiency to reduce its capacity requirement: each 1 MW of energy efficiency (or other demand response) reduction yields a 1.18 MW reduction in capacity requirement.  However, the LSE will not normally get credit for this in the first year since its capacity requirement is based upon its customers’ prior year usage. The NYISO’s Special Case Resources Program correctly allows LSEs to take credit for current year demand reductions (including the capacity value of energy efficiency investments) by claiming the reduction as capacity.   

This NYISO capacity value does not continue for the second and subsequent years because it is assumed that it is transformed into a reduction of the LSE’s capacity requirement (because it is based upon their customers’ prior year actual usage).  What this rule does not cover, however, is all of the small customers for whom load profiles are used.  It might be possible under the current NYISO rules to credit them with a current year Special Case Resources capacity value for energy efficiency based peak reductions.  However, this goes away after the first year—even though there is no corresponding reduction in their capacity requirement for future years, since the load profile system does not allow for differentiation of those who are more efficient from the average user.  The NYISO will be considering proposals to address this shortcoming for load-profiled customers.  The NERTO plan does not address this issue, nor did others or we raise it in the NERTO discussions and negotiations.  However, a system needs to be developed for providing proper capacity credit for energy efficiency investments by unmetered customers. 

VI.
PRICE RESPONSE PROGRAMS HAVE DEMONSTRATED THEIR VALUE IN SUPPORTING WELL-FUNCTIONING ELECTRICITY MARKETS AND SHOULD BE STRUCTURED CONSISTENT WITH THE ECONOMIC, TECHNOLOGICAL AND ENVIRONMENTAL PRINCIPLES AND PARAMETERS UNDERLYING THE NYISO’S EMERGENCY AND ECONOMIC PROGRAMS.

Both the ISO-NE and the NYISO are committed to having strong price response programs for end users and load serving entities.  There seems to be a virtual unanimity that demand responsiveness is an integral part of a properly functioning competitive market.  There is also a strong consensus that there is a need, or at least a very useful role, for emergency demand response programs as one cost-effective tool for maintaining system reliability.  Common programs need to be developed soon that will work across the region.  There also needs to be an interregional effort that solves seams barriers to the free trade of economic and emergency demand resources across ISOs and RTO borders.  

The following general principles should govern the development of common economic load response programs for NERTO and for the resolution of seams problems:

· Economic demand response programs should be available for all markets: day ahead, real time, ancillary services, and capacity;

· Incentives should be available for true load reduction in economic programs on an “infant industry” basis.  There obviously is a major and difficult behavioral hurdle that end users must overcome to become price responsive, and incentives are necessary to speed this process.  Any incentives should have clear “sunset” times associated with them.  The initial incentive period should end once significant load response has commenced or when such incentives seem to have exhausted their ability to trigger a changed market response by consumers.  We do not see these incentives becoming a permanent market feature.  

· Incentives should be treated as they are in the NYISO Program.   We recommend at this time that the combined RTO adopt the current practice of the NY ISO to provide incentives only for economic load reductions.  This program should be allowed to gain significant experience that should be evaluated before tackling complex questions about whether incentives should be extended to distributed generation.  Such questions would include whether incentives in the economic load response program would discriminate between generators based on whether they are behind the fence or not, have different operational characteristics, face different market barriers, or have negative impact on regional air emissions that raise compliance costs for other generators.

· Methods should be developed to allocate costs of these programs to those who benefit.  This should be done in all situations where a reasonable estimate of cost causation or benefit can be determined.

· NERTO must develop integrated programs that operate throughout the NERTO region and must work to solve seams problems that prevent the free sale of economic price responsiveness across control areas.

· Programs must continue to be developed that facilitate participation of small, unmetered customers in economic load response programs.  Pilots are currently underway in NYISO and PJM that permit verification of load reduction through non-metered approaches, and these efforts should continue to be developed.

The following are the general principles that should be the basis for NERTO emergency demand response programs:

· Payments for participation should be based upon an economic assessment of the costs and benefits of participation compared to alternative ways of meeting reserve shortage situations.  In general, the payment should be as low as possible and still secure the needed reliability.  Administrative mechanisms should be developed to enable the system operators to only call the amount that is needed and to call it only where it is needed.  

· The level of payment in an emergency program should participate in establishing scarcity prices for the periods when called and when needed for reserve deficiency purposes. 

· Distributed generation should be free to participate in emergency programs and receive all payments.

· Allocation of costs should be directed to those who benefit when it is reasonably possible to determine who benefits.  Otherwise, the costs must be allocated system wide.  

· Small, unmetered customers should be able to participate through programs that develop alternative ways of verifying actual load reduction—as is now being demonstrated in programs at the NYISO and PJM.

· As with the economic programs, there is a need to solve seams problems so that emergency resources can be dispatched from one area to another.

VII.
THE NYISO TREATMENT OF INTERMITTENT ENERGY RESOURCES REPRESENTS BEST PRACTICE FOR PURPOSES OF ESTABLISHING A NERTO

The NERTO filing does not specifically deal with how intermittent energy resources such as wind and solar should be treated by the market rules.  This level of detail is probably not necessary for an initial filing.  However, we strongly support the current rules used by the NYISO. They have been a fair and constructive model and should be viewed as a best practice for inclusion in the NERTO.  The market treatment of intermittent sources proposed in FERC’s SMD, which is similar to the rules FERC approved in the California decision, is also a reasonable approach—except that it needs to clarify and specify a capacity payment for such resources as is done by the NYISO.  The NYISO approach provides capacity payments based upon historical availability. 

VIII. FERC SHOULD REQUIRE NERTO TO ESTABLISH AND MAINTAIN A GENERATION ATTRIBUTE TRADING AND TRACKING SYSTEM TO FACILITATE STATE POLICIES AND PROGRAMS FOR CONSUMER DISCLOSURE, EMISSIONS AND RENEWABLE PORTFOLIO STANDARDS

The FERC should require the NERTO to implement a generation information system to track the production and use of generation attributes. The ISO/RTO should be given the duty to provide a regional market mechanism or, in the near term, a central information exchange, for generation attributes.  Many states have adopted policies that call for the tracking of generation attributes to facilitate enforcement of consumer disclosure, air emissions, and renewable portfolio standard statutes.  Such policies also support the operation of voluntary markets in green attributes.  In New England, market participants, regulators, and the ISO participated in the development of a generator information system that is funded by essentially all load-serving market.  We specifically recommend adoption (as a best practice) of the NEPOOL Generation Information System (GIS) protocols for making attribute data available to market participants.  The GIS developed for NEPOOL provides support both for state and federal market based regulation.  For example, it aids in the development of competitive green markets by allowing for the separation of the renewable attribute from the generation in a manner that fosters a liquid secondary market.

IX. RATE PANCAKING MUST BE ELIMINATED WITHIN THE PROPOSED NERTO, PARTICULARLY AS IT IMPACTS REMOTELY LOCATED INTERMITTENT GENERATION.

Consistent with its proposal for SMD, FERC should require that rate pancaking (multiple grid access charges) within the proposed NERTO be eliminated.  We share many of the concerns regarding pancaked transmission tariffs that have been expressed by renewable energy generators and numerous other parties.  Some generation resources in New England must pay two separate and additive transmission rates (“PTF” and “non-PTF”) to be able to sell into the competitive electricity markets, significantly increasing the cost of reaching retail buyers.  The resources that must pay the two rates are primarily resources that rely on renewable fuels and must be located at sites dictated by the availability of fuel supply.  

Wind resources must be located where the wind blows; hydro resources must be located where the water falls.  Imposing a separate transmission pricing structure on these resources is counter to the Commission’s policies supporting non-discriminatory and open access to the transmission system.  While the separate rates were developed several years ago as part of the Settlement on the NEPOOL Transmission Tariff, it is critical to move as quickly as possible to eliminate the current two-rate structure and to move to a consolidated transmission rate for all transmission service in New England, and the Northeast.
The NYISO/ISO-NE proposal for NERTO does not address this issue directly.  We believe that this issue must be addressed head on and without delay rather than as a goal to be addressed at some future date. As with many aspects of wholesale markets, including market structure and governance, it is important to continually improve upon the steps taken earlier to make progress towards truly competitive electricity markets.  While the Commission approved the two rates in 1998, it is not appropriate to continue the dual rate structure, particularly since it affects one category of resources more than others and since the structure is inconsistent with federal and state policies requiring non-discriminatory and open access, and supporting renewable power sources. In the formation of an RTO, measures should be taken to make sure that remotely located and intermittent generation has a reasonable opportunity to participate in the regional market.  We urge FERC to press the NYISO and ISO-NE on this issue and to require a specific schedule and plan for eliminating the multiple transmission tariff structure.
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� Natural Resources Defense Council, Pace Law School Energy Project and Union of Concerned Scientists.


� As many other have commented, it may be appropriate for the stakeholders to have a specific role in the selection of Board members and to have a mechanism by which their proposals can be included in NERTO filings under Section 205 of the Federal Power Act. 


� New York ISO, “Statement of Energy Policies, Planning Objectives and Strategies for New York State Energy Plan,” October 2000.


� For an excellent treatment of this subject see Richard Cowart’s comprehensive discussion of this general subject, “Efficiency Reliability: The Critical Role of Demand-Side Resources in Power Systems and Markets,” National Association of Regulatory Utility Commissioners, June 2001.


� Not only should large and small generators be included in the range of competitors, but also small customer owned generators such as distributed generation using renewable energy or fuel cells.


� Several of these market advantages are also available from customer-owned generation, such as distributed generation using renewable resources or fuel cells, and the use of daylighting to reduce lighting loads.


� It is appreciated that only a small percent of load needs to respond to high prices to provide benefits for the whole market by significantly reducing peak prices.  We are still concerned that, especially in urban load pockets, even getting to a 5% price response may not be possible.
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